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FOOTNOTES
1
  Pub. L. No. 98-369, Sec. 179 (1984).  See generally 4 Harl,
Agricultural Law § 29.03[10][g][iii] (2003); Harl, Agricultural
Law Manual § 4.03[4] (2003).
2
  Prop. Treas. Reg. § 1.168-(i)(6).
3
  Job Creation and Worker Assistance Act of 2002, Pub. L.
No. 106-147, Sec. 101, 116 Stat. 2199 (2002).
4
  See Rev. Proc. 2003-75, I.R.B. 2003-43.
5
  I.R.C. §§ 280F(a)(1), 280F(d)(5).
6
  I.R.C. § 280F(b)(3).
7
  Id.  McFadden v. Comm’r, T.C. Memo. 1989-174
(automobile used only 22 percent of time for business use).
8
  See I.R.C. § 274(d).
9
  I.R.C. § 179.
10
  I.R.C. § 280F(d)(1).
11
  I.R.C. § 168(k)(2)(C)(i)(II).
12
  I.R.C. § 280F(b)(1).
13
  Job Creation and Worker Assistance Act of 2002, Pub. L.
107-147, Sec. 101, 116 Stat. 21 (2002).
14
  Id.
15
  I.R.C. § 168(k)(4).
16
  Id.
17
  Temp. Treas. Reg. § 1.274-5T(k).
18
  Temp. Treas. Reg. § 1.280F-6T(c)(3)(iii).
19
  Id.
20
  T.D. 9069, July 9, 2003.  See Rev. Proc. 2003-75, I.R.B.
2003-43.
21
  Id.
22
  H.R. 2676, Sec. 6024, 105th Cong., 2d Sess. (1998).
23
  Id.
24
  See IR 2002-93 (first certification of hybrid vehicle for
clean fuel deduction); IR 2002-97 (deduction applies to Honda
Insight for 2000, 2001 and 2002 model years; to Honda Civic
Hybrid for 2003); IR 2003-114 ($2,000 deduction (if placed in
service on or before December 31, 2003, reduced for later years)
for Toyota Prius (2004 Model)).
Trucks and vans as non-personal use vehicles
Temporary regulations effective July 3, 2003, exclude from
the definition of passenger automobiles any truck or van that
is a “qualified nonpersonal use vehicle” as defined under I.R.C.
§ 27417 which applies to vehicles not likely to be used more
than a de minimis amount for personal purposes.18  These
vehicles are subject to the limits for listed property but not the
dollar limits for passenger automobiles.19
Other trucks and vans
For other trucks and vans, placed in service in 2003, a higher
inflation adjustment factor has been approved.20  The maximum
allowable depreciation for 2003 is21—
Zero 30% 50%
Bonus Bonus (new) Bonus (new)
First year 3,360 7,960 11,010
Second year 5,400 5,400 5,400
Third year 3,250 3,250 3,250
Each succeeding year 1,975 1,975 1,975
Electric automobiles
A 1998 amendment specifies that the maximum depreciation
amounts that may be claimed for electric vehicles are tripled
through 2004.22  The maximum allowable depreciation amounts
for 200323 are
Zero 30% 50%
Bonus Bonus (new) Bonus (new)
First year 9,080 22,880 32,030
Second year 14,600 14,600 14,600
Third year 8,750 8,750 8,750
Each succeeding year 5,225 5,225 5,225
A deduction of $2,000 is available for electric vehicles
certified under the clean fuel provision of federal law.24
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BANKRUPTCY
GENERAL
EXEMPTIONS.
FARM PROGRAM PAYMENTS. The debtors filed for
Chapter 7 in January 2003. Although the debtors had ceased
farming in December 2002, the debtors were owed direct federal
farm program payments based on their 2002 crops. The debtors
sought to exempt the payments under Iowa Code § 627.6(8) which
provides an exemption for “any public assistance benefit.” The
debtors argued that the payments were public assistance because
the payments were not made in exchange for goods or services.
The court noted that the federal farm program payments were not
determined by the need of the debtors but was paid regardless of
the financial condition of the debtors. The court held that the farm
program payments were not public assistance payments entitled
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to the state exemption. In re Wilson, 296 B.R. 810 (Bankr.
N.D. Iowa 2003).
FEDERAL TAX
ADMINISTRATIVE COSTS. The debtor corporation
filed for Chapter 11 and incurred various legal, accounting
and professional fees associated with the bankruptcy case
administration. The debtor claimed some of the fees as current
deductions and the rest as capitalized costs. The capitalized
costs resulted in a claimed net operating loss deduction,
characterizing the capitalized costs as “specified liability loss”
under I.R.C. § 172(f)(1)(B). The central issue was whether
the professional fees arose out of a federal law, bankruptcy
law. The court held that, although the fees arose in the context
of the bankruptcy case, the bankruptcy law does not require
the hiring of professionals nor the payment of any professional
fees; therefore, the professional fees were not entitled to be
treated as specified liability losses. Major Paint Co. v. United
States, 334 F.3d 1042 (Fed. Cir. 2003), aff’g, 53 Fed. Cls.
25 (2002).
REFUND. The debtors, husband and wife, both filed for
bankruptcy. The debtors had filed an income tax return jointly
and the return claimed a refund. Only the husband had income
which was reported on the income tax return. Both debtors
claimed an exemption in the tax refund and the trustee
objected, arguing that the wife had no interest in the refund
because the wife had no income which was taxed. The debtors
deposited all income into their joint bank account and paid all
household expenses and taxes from the joint account. Under
New York law, funds deposited in a joint bank account became
the property of both spouses. The court held that the refund
was marital property under state law and by the practice of
the debtors; therefore, both debtors could claim an exemption
in the refund. In re Hejmowski, 296 B.R. 645 (Bankr. W.D.
N.Y. 2003).
FEDERAL AGRICULTURAL
PROGRAMS
CONSERVATION RESERVE PROGRAM. The plaintiff
had enrolled a 35 acre parcel of farmland in the conservation
reserve program in 1998. In 2000, the county committee of
the Farm Service Agency (FSA) determined that the land had
been planted and harvested with a wheat crop; however, on
further review the committee determined that the CRP contract
was on the wrong land. The plaintiff had maintained a different
35 acre parcel as CRP land. The committee ruled that the
plaintiff had not made a good faith effort to comply with the
contract and terminated the contract on the 35 acres. The
plaintiff filed an administrative appeal and the Hearing Officer
found that no description or map of the CRP acres had been
made but determined that, on the basis of testimony of a soil
conservation technician, the wheat was not planted on CRP
acres. The FSA appealed to the National Appeals Division and
the Acting Director reversed the Hearing Officer’s ruling
because the ruling was not based on substantial evidence. The
NAD Acting Director noted that an aerial map had designated
a field as the CRP acres and that field was the one planted with
wheat. The court held that the NAD decision was reviewable
by the court because such review was expressly authorized by
statute and no agency discretion was involved. The court upheld
the NAD decision as based on substantial evidence in that the
Acting Director based the decision on the aerial maps and the
consistent identification of the CRP acres using the notations
on that map. Payton v. U.S.D.A., 337 F.3d 1163 (10th Cir.
2003).
PORK CHECKOFF. The plaintiffs were family farmers
and associations of family farmers who objected to assessments
for the federal and state pork checkoff program. The plaintiffs
objected to being forced to participate in a program which
benefited processors and retailers who did not contribute to
the program and objected to being included with other
producers who used methods of raising the hogs that the
plaintiffs did not use. In particular the plaintiffs objected to
the factory hog farms and the method used to make lean pork
which was touted in the advertisements. Thus, the plaintiffs
argued that the checkoff program violated their free speech
and association rights under the First Amendment. The
defendants argued that the pork advertisements were
government speech not subject to constitution scrutiny.
Although the court noted pervasive involvement of the USDA
in the pork checkoff program, the court held that there was no
government speech involved and that the program was a self-
help process which was funded by the USDA checkoff program.
The court held that the program was an unconstitutional
infringement of the plaintiffs’ free speech and association rights
in that they were forced to pay for advertisements with content
with which they had philosophical, political and commercial
disagreement. The court granted an injunction against the
checkoff program. The appellate court affirmed. The next issue
of the Digest will publish an article on this case by Roger. A.
McEowen. Michigan Pork Producers v. Veneman, No. 02-
2337 (6th Cir. Oct. 22, 2003), aff’g, 229 F. Supp. 2d 772
(W.D. Mich. 2002).
WETLANDS RESERVE PROGRAM. The plaintiff sold
to the United States a conservation easement on property so
that the plaintiff could enroll a portion of the property in the
Wetlands Reserve Program (WRP). Prior to the sale, the U.S.
stated that the conservation activities would cost $80,000;
however, after the sale, the cost had risen to $486,000. The
parties attempted to negotiate the conservation activities for
the land but the U.S. went ahead with a conservation program
without the plaintiff’s approval. The plaintiff sued to declare
the conservation plan as violating 16 U.S.C. § 3837a because
the U.S. had not obtained the plaintiff’s approval and sought an
injunction against the conservation activities. Section 3837a
states that the plaintiff would be eligible for the WRP if the
plaintiff entered into an agreement (1) to grant an easement on
such land to the Secretary; [and] (2) to implement a wetland
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transfers reported on Part 3 of Schedule A. (4) If gift splitting
has been chosen, Schedule A and Schedule C now require the
donor to list individually all gifts that were made by the donor’s
spouse and are being split between the spouses. The
instructions note that the annual exclusion for gifts made in
2003 is $11,000 and that the GST exemption amount has
increased to $1,120,000. The instructions further state that
Form 709-A, U.S. Short Form Gift Tax Return, is obsolete.
As a result, all gift tax returns must now be filed on Form 709.
TRUSTS. The IRS has acquiesced in the following case
and will revise the affected regulations to conform with the
holding. The taxpayer formed two irrevocable Grantor
Retained Annuity Trusts (GRATs) funded with corporate stock.
Under each GRAT, the taxpayer was to receive an annuity
amount equal to 49.35 percent of the initial trust value for the
first 12-month period of the trust term and 59.22 percent of
such initial value for the second 12-month period of the trust
term. In the event that the taxpayer’s death intervened, the
annuity amounts were to be paid to the taxpayer’s estate. The
sums were payable on December 31 of each taxable year but
could be paid up through the date by which the federal income
tax return for the trust was required to be filed. The payments
were to be made from income and, to the extent income was
not sufficient, from principal. Any excess income was to be
added to principal. Upon completion of the 2-year trust term,
the remaining balance was to be distributed to the designated
remainder beneficiary. Each trust also prohibited additional
contributions, specified that the grantor’s interest was not
subject to commutation, and mandated that no payment be
made during the trust term to any person other than the grantor
or the grantor’s estate. The taxpayer and remainder beneficiary
were the trustees of each trust. The annuity payments over the
two years exceeded the trust principal so no principal remained
after the last payment. The taxpayer filed a gift tax return for
the year the trust was started and claimed a zero value for the
remainder interests. The IRS argued that each trust created
two noncontingent annuity interests, the taxpayer’s right to
receive the annuity payments and the taxpayer’s estate’s right
to receive the payments if the taxpayer died before the end of
the two years. The IRS position was based on Treas. Reg. §
25.2702-3(e), Example 5. The court held that the interests of
the taxpayer and the taxpayer’s estate in the annuity payments
was not two interests but only one and that this combined
interest was a qualified annuity interest. The value of the
remainder interest gift was the value of the stock used to fund
the trust less the value of the annuity payments due over the
two year term. Walton v. Comm’r, 115 T.C. 589 (2000), acq.,
Notice 2003-72, I.R.B. 2003-__.
easement conservation plan as provided for in this section . .
.. The plaintiff argued that subsection (2) requires the
plaintiff’s approval for the conservation plan. The court held
that subsection (2) only required that the plaintiff agree to
conservation use of the property, which was satisfied by the
grant of the conservation easement itself which allowed the
U.S. to engage in conservation activities on the property.  The
court held that the statute and regulations do not require a
separate agreement as to the conservation activities where
the grant of conservation easement includes an agreement to
allow conservation activities. Thus, if a landowner wishes to
exercise some control over the conservation activities of the
U.S., specific language to that effect must be included in the
grant of the conservation easement. Big Meadows Grazing
Ass’n v. United States, 2003 U.S. App. LEXIS 19002 (9th
Cir. 2003).
FEDERAL ESTATE
AND GIFT  TAXATION
CHARITABLE DEDUCTION. The taxpayers had
established an irrevocable trust for their two children and four
charities. The trusts allowed each beneficiary to withdraw
their share of contributions to the trust within 30 days after
the contributions were made. The trust provided for passing
of the trust principal to the charities on the death of the
individual beneficiaries. The trust also limited the use of any
money passing to the charities under the withdrawal rights.
The IRS found that many of the notification letters to the
charities were inconsistent with the terms of the trust or were
not sent in a timely manner to allow the charities to properly
exercise their withdrawal rights. The IRS also found that the
restriction on the use of the money by the charities precluded
their ever exercising the withdrawal rights. The IRS ruled
that the taxpayers were not entitled to a gift tax charitable
deduction for the interests of the charities because the charities
did not receive anything of value from the trust. Ltr. Rul.
200341002, June 5, 2003.
RETURNS. The IRS has announced publication of Form
709, U.S. Gift (and Generation-Skipping Transfer) Tax Return,
to be used for gifts made during calendar year 2003. The
instructions highlight several revisions to the 2003 version
of the form, including: (1) A new Part 3 (“Indirect skips”) has
been added to Schedule A, which is to be used to report gifts
to trusts that are currently subject to only the gift tax, but
may later be subject to the generation-skipping transfer (GST)
tax. Only those gifts defined as indirect skips in I.R.C. §
2632(c) are to be listed in Part 3. (2) Column C in Schedule
A, Parts 2 and 3, is now used to make elections under I.R.C.
§§ 2632(b), 2632(c) regarding the allocation of GST
exemption. (3) A new line 5 has been added to Schedule C
for use in reporting the allocation of GST exemption to
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procedure is not mandatory and a taxpayer may use actual
allowable expenses if the taxpayer maintains adequate records
or other sufficient evidence for proper substantiation. This
revenue procedure does not provide rules under which the
amount of an employee’s lodging expenses will be deemed
substantiated when a payor provides an allowance to pay for
those expenses but not meals and incidental expenses. Rev.
Proc. 2003-80, I.R.B. 2003-__.
INCOME. The taxpayer was employed by a company which
paid over $26,000 to the taxpayer during 1999. The company
filed a Form 1099-MISC with the IRS for the amount paid but
the taxpayer claimed that the taxpayer did not receive a copy
of the form. The taxpayer did not include the payments in
income, arguing that the amounts were either not income
because no Form 1099-MISC was issued to the taxpayer or
were amounts paid to purchase property from the taxpayer.
The taxpayer did not provide any evidence of the identity, value
or income tax basis of the property alleged to have been sold.
The court held that the payments were taxable income whether
or not a From 1099-MISC was filed, because the taxpayer failed
to identify the property sold and its income tax basis.
Brunsman v. Comm’r, T.C. Memo. 2003-291.
MILEAGE DEDUCTION. The IRS has issued a revenue
procedure which provides that the standard mileage rate for
2004 is 37.5 cents per mile for business use, 14 cents per mile
for charitable use and 14 cents per mile for medical and moving
expense purposes. The revenue procedure also provides rules
under which the amount of ordinary and necessary expenses
of local travel or transportation away from home that are paid
or incurred by an employee will be deemed substantiated under
Treas. Reg. § 1.274-5 when a payor (the employer, its agent,
or a third party) provides a mileage allowance under a
reimbursement or other expense allowance arrangement to pay
for such expenses. Use of a method of substantiation described
in this revenue procedure is not mandatory and a taxpayer may
use actual allowable expenses if the taxpayer maintains
adequate records or other sufficient evidence for proper
substantiation. Rev. Proc. 2003-76, I.R.B. 2003-45.
OFFERS IN COMPROMISE. The IRS has announced
that, beginning November 1, 2003, the IRS will charge a $150
application fee for the processing of offers of compromise,
with some exceptions. Individual taxpayers whose monthly
income falls at or below levels based on the Department of
Health and Human Services guidelines, and taxpayers that file
OICs based solely on doubt as to liability, will be exempt from
the fee. Individuals claiming the poverty guideline exception
must certify their eligibility using Form 656-A, Offer in
Compromise Application Fee Instructions and certification.  To
submit an OIC, taxpayers are to use the May 2001 version of
Form 656, Offer in Compromise. Those requesting an OIC
must have filed all required federal tax returns and cannot be a
debtor in a bankruptcy case. Business taxpayers must have
filed and paid any required employment tax returns on time
for the two quarters prior to filing the OIC; further, they must
FEDERAL INCOME
TAXATION
CORPORATIONS.
DISTRIBUTION OF STOCK. The taxpayer was a publicly
traded corporation that conducted a business of
manufacturing and marketing agricultural pesticides. A
wholly owned subsidiary of the taxpayer processed and
marketed baby foods.  A significant number of potential
customers of the baby foods business refuse to buy from the
subsidiary because of its affiliation with the taxpayer and its
pesticides business. The taxpayer’s management consultant
advised the taxpayer that separating the subsidiary from the
taxpayer would relieve the baby foods business of the adverse
market perception caused by its association with the
pesticides business. To solve the market perception problem,
the taxpayer  distributed the subsidiary stock to the taxpayer’s
shareholders, pro rata. There is no other nontaxable solution
to the problem because sale of the subsidiary stock by the
taxpayer would have resulted in recognition of gain. The
taxpayer’s directors expect that the baby foods business will
benefit in a real and substantial way from the improved
market perception produced by the separation.  Apart from
the issue of whether the business purpose requirement of
Treas. Reg. § 1.355-2(b) is satisfied, the distribution of the
subsidiary stock meets all the requirements of I.R.C. § 355.
The IRS ruled that the business purpose test was satisfied
for the distribution of the stock; therefore, the distribution
qualified for the nontax treatment  of I.R.C. § 355. Rev. Rul.
2003-110, I.R.B. 2003-__.
DISASTER LOSSES. On September 26, 2003, the
President determined that certain areas in Pennsylvania were
eligible for assistance under the Disaster Relief and
Emergency Assistance Act, 42 U.S.C. § 5121, as a result of
Tropical Storms Henri and Isabel that began on September
15, 2003.  FEMA-1497-DR.  Accordingly, taxpayers who
sustained losses attributable to the disaster may deduct the
losses on their 2002 federal income tax returns.
EMPLOYEE EXPENSES. The IRS has issued revenue
procedures updating Rev. Proc. 2002-63, I.R.B. 2002-41, 691,
which provided rules under which the amount of ordinary
and necessary business expenses of an employee for lodging,
meals, and incidental expenses or for meals and incidental
expenses incurred while traveling away from home would
be deemed substantiated under Temp. Treas. Reg. §  1.274-
5T when a payor (the employer, its agent, or a third party)
provides a per diem allowance under a reimbursement or
other expense allowance arrangement to pay for such
expenses. This revenue procedure also provides an optional
method for employees and self-employed individuals to use
in computing the deductible costs of business meal and
incidental expenses paid or incurred while traveling away
from home. Use of a method described in this revenue
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be current with deposits for the quarter in which the OIC was
submitted.  The application fee for OICs postmarked on or after
November 1, 2003, that do not satisfy the exceptions described
above must be submitted using a check or money order payable
to the United States Treasury. Further information regarding
the OIC application fee and Forms 656 and 656-A is available
on the IRS’s Internet site at www.irs.gov. IR-2003-124.
PARTNERSHIPS.
ACCOUNTING METHOD. The IRS had issued procedures
for a partnership or S corporation to change its annual
accounting period if its current taxable year no longer qualifies
as a natural business year (or, for certain S corporations, an
ownership taxable year). See Rev. Proc. 2002-38, 2002-1 C.B.
1037; Rev. Proc. 2002-39, 2002-1 C.B. 1046.  The IRS has
issued additional procedures under which a partner or S
corporation shareholder of such a partnership or S corporation
may elect to take into account ratably over four taxable years
the partner’s or S corporation shareholder’s share of income
from the partnership or S corporation that is attributable to the
short taxable year ending on or after May 10, 2002, but before
June 1, 2004. Rev. Proc. 2003-79, I.R.B. 2003-45.
PENALTIES. The taxpayer, an attorney, received a large
fee in 1997. The taxpayer spent most of the money on a personal
residence and other real estate. The taxpayer submitted a Form
4868 for an automatic extension of time to file but did not make
any estimated tax payments or include any tax payment with
the extension request. The taxpayer claimed that several natural
disasters and a change of accountant prevented the payment of
the taxes; however, the court found that the taxpayer was not
prevented by any of these occurrences from making tax
payments. The court held that the taxpayer had not demonstrated
any reasonable cause for failure to pay the taxes in a timely
manner; therefore, the taxpayer was liable for additions to tax
as well as interest for the period from the filing of the return to
the date payment was completed. Godwin v. Comm’r, T.C.
Memo. 2003-289.
PENSION PLANS. The IRS has published the cost-of-living
adjustments (COLAs), effective on Jan. 1, 2004, applicable to
dollar limitations on benefits paid under qualified retirement
plans and to other provisions affecting such plans. The
maximum limitation for the I.R.C. § 415(b)(1)(A) annual
benefit for defined benefit plans increased to $165,000 and the
I.R.C. § 415(c)(1)(A) limitation for defined contribution plans
increased to $41,000. The I.R.C. § 402(g)(1) limitation on the
exclusion for elective deferrals under I.R.C. § 402(g)(3), which
affects elective deferrals to I.R.C. § 401(k) plans and to the
government’s Thrift Savings Plan, among other plans, increased
to $13,000. The dollar amount under I.R.C. § 409(o)(1)(C)(ii)
for determining the maximum account balance in an employee
stock ownership plan subject to a five-year distribution period
increased to $830,000. The dollar amount used to determine
the lengthening of the five-year distribution period increased
to $165,000. The I.R.C. § 414(q)(1)(B) limitation used in the
definition of a highly compensated employee remains
unchanged at $90,000. The annual compensation limit under
I.R.C. §§ 401(a)(17), 404(l), 408(k)(3)(C) and 408(k)(6)(D)(ii)
increased to $205,000. The annual compensation limitation
under I.R.C. § 401(a)(17) for eligible participants in certain
governmental plans that, under the plan as in effect on July 1,
1993, allowed COLAs to the compensation limitation under
the plan to be taken into account, increased to $305,000. The
I.R.C. § 408(k)(2)(C) compensation amount for simplified
employee pension plans (SEPs) remains unchanged at $450.
The I.R.C. § 408(p)(2)(E) limitation regarding SIMPLE
retirement accounts increased to $9,000. The I.R.C. §
457(e)(15) limitation on deferrals with respect to deferred
compensation plans of state and local governments and tax-
exempt organizations increased to $13,000.  The compensation
amounts under Treas. Reg. § 1.61-21(f)(5)(i) concerning the
definition of “control employee” for fringe benefit valuation
purposes remains unchanged at $80,000. The compensation
amount under Treas. Reg. § 1.61-21(f)(5)(iii) increased to
$165,000. The dollar limitation under I.R.C. § 416(i)(1)(A)(i)
concerning the definition of key employee in a top-heavy plan
remains unchanged at $130,000. The dollar limitation under
I.R.C. § 414(v)(2)(B)(i) for catch-up contributions to an
applicable employer plan other than a plan described in I.R.C.
§ 401(k)(11) or 408(p) for individuals aged 50 or over increased
to $3,000. The limitation under I.R.C. § 414(v)(2)(B)(ii) for
catch-up contributions to an applicable employer plan described
in I.R.C. § 401(k)(11) or 408(p) for individuals aged 50 or
over increased to $1,500.  IR-2003-22.
RETURNS. The IRS has announced the publication on its
web site of Form 1040, Schedule J (2003), Farm Income
Averaging, and instructions; Form 1040-V (OCR) (2003),
Payment Voucher; Instructions for Form 1040, Schedule R
(2003), Credit for the Elderly or the Disabled; and Instructions
for Form 1040A, Schedule 3 (2003), Credit for the Elderly or
the Disabled for Form 1040A Filers. See www.irs.gov/
formspubs/index.html.  These publications can also be obtained
by calling 1-800-TAX-FORM (1-800-829-3676).
SAFE HARBOR INTEREST RATES
November 2003
Annual Semi-annual Quarterly Monthly
Short-term
AFR 1.50 1.49 1.49 1.49
110 percent AFR 1.65 1.64 1.64 1.63
120 percent AFR 1.80 1.79 1.79 1.78
Mid-term
AFR 3.32 3.29 3.28 3.27
110 percent AFR 3.65 3.62 3.60 3.59
120 percent AFR 3.99 3.95 3.93 3.92
Long-term
AFR 4.99 4.93 4.90 4.88
110 percent AFR 5.49 5.42 5.38 5.36
120 percent AFR 6.01 5.92 5.88 5.85
Rev. Rul. 2003-114, I.R.B. 2003-45.
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SELF-EMPLOYMENT INCOME. Three Tax Court cases,
all originally decided in 1999, agreed with Mizell v. Comm’r,
T.C. Memo. 1995-571 and several IRS rulings, Ltr. Rul.
9637004, May 1, 1996; FSA Ltr. Rul. 9917008, Dec. 10, 1998;
FSA Ltr. Rul. 9917005, Dec. 10, 1998; FSA Ltr. Rul. 9917006,
Dec. 10, 1998, that rental income from a crop share lease of
farmland to a family partnership was self-employment income
because the rent resulted from an “arrangement” under which
the taxpayer materially participated in the partnership operation
of the farm.  The cases, Bot v. Comm’r, T.C. Memo. 1999-256;
Hennen v. Comm’r, T.C. Memo. 1999-306; and McNamara v.
Comm’r, T.C. Memo. 1999-333 were appealed to the Eighth
Circuit Court of Appeals. The Eighth Circuit was impressed
by the argument that the lessor-lessee arrangements should
stand on their own, apart from any employment relationship,
and if the rentals were “consistent with market rates for
agricultural land” the rents were not “derived under an
arrangement” and, therefore, self-employment tax was not due.
The Eighth Circuit remanded the cases for findings as to
whether the rentals were at fair market rental value. McNamara
v. Comm’r, 236 F.3d 410 (8th Cir. 2000), rem’g, T.C. Memo.
1999-333, T.C. Memo. 1999-306, T.C. Memo. 1999-256. On
remand, the Tax Court held that the rentals in all three cases
were fair market rentals. Hennen v. Comm’r, T.C. Docket No.
7535-98 (July 10, 2002). The IRS has announced that it does
not acquiesce in any of the decisions and will continue to
litigate the issue outside of the Eighth Circuit. AOD CC-2003-
003.  See also Harl, “The Latest On Mizell,” 13 Agric. L. Dig.
137 (2002); Harl, “More on Mizell,” 12 Agric. L. Dig. 9 (2001);
Harl, “Renting Land to a Family Entity,” 7 Agric. L. Dig. 157
(1996); Harl, “Renting Land to a Family Partnership,
Corporation or LLC,” 7 Agric. L. Dig. 49 (1996).
SOCIAL SECURITY TAX. Beginning with the January
2, 2004 payment, the monthly social security benefit payment
is a maximum of $564 for an individual and $846 for a couple.
The maximum amount of annual wages subject to Old Age
Survivors and Disability Insurance for 2003 is $87,900, with
all wages and self-employment income subject to the medicare
portion of the tax. For retirees under age 65, the retirement
earnings test exempt amount is $11,640 a year, with $1
withheld for every $2 in earnings above the limit. SSA News
Release.
TRAVEL EXPENSES. The taxpayer employer provided
an employee expense reimbursement arrangement which used
credit cards issued to each employee. The credit card company
issued reports to the taxpayer on the expenses charged by each
employee. The employees were required to submit9 additional
information about the nature of the expenses if the credit card
company’s report did not clearly identify the nature of an
expense. The employees were reimbursed only for the expenses
which were shown to be valid company expenses. The IRS
ruled that the reimbursement arrangement was an accountable
plan under I.R.C. § 62(a)(2)(A) and Treas. Reg. §§ 1.62-
2(e)(1), (f). Rev. Rul. 2003-106, I.R.B. 2003-__.
PARTNERSHIPS
DEFINITION. The parties were brothers. The defendant
had participated with a third brother in a farm and ranch
partnership. The plaintiff had grown some crops on partnership
land under a lease but was not involved in that partnership.
The partnership was dissolved and the parties continued to
farm on the land not distributed to the other partner. The
plaintiff then sued for dissolution of a partnership between
the parties, with the defendant denying that any partnership
existed. The plaintiff claimed that the defendant was estopped
from claiming no partnership existed; however, there was no
evidence presented of any misleading statements by the
defendant on which the plaintiff reasonably relied as to the
existence of a partnership. The court held that no partnership
existed between the parties.  Tarnavsky v. Tarnavsky, 666
N.W.2d 444 (N.D. 2003).
SECURED TRANSACTIONS
FARM PRODUCTS. The plaintiff creditor had loaned
operating funds to a farmer who granted the plaintiff a security
interest in all farm products, including livestock and crops
and the products of the livestock and crops. The plaintiff filed
the security agreement. The farmer cash leased land from the
defendant and granted a security interest to the defendant in
the crops grown on the land. The defendant did not perfect
this security interest. The plaintiff’s security agreement did
not describe the leased land because the lease did not exist
when the loan was made. The defendant obtained hay from
the farmer to pay back rent and sold the hay for cash. The
plaintiff claimed that this hay was subject to its security interest
in the farmer’s crops and sued for conversion. The court held
that the harvested hay was a farm product when transferred
to the defendant and that the security agreement did not have
to describe the land on which the hay was grown in order to
be effective as to the hay. Because the defendant did not perfect
its security interest in the hay as a landlord, the plaintiff’s
security interest had priority and the sale of the hay by the
defendant was a conversion. Farmland Service Cooperative,
Inc. v. Southern Hills Ranch, Inc., 665 N.W.2d 641 (Neb.
2003).
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AGRICULTURAL TAX AND LAW SEMINARS
SEMINAR IN PARADISE
“Farm Income Tax and Estate and Business Planning”
by Dr. Neil E. Harl and Roger A. McEowen
January 5-9, 2004    Waikoloa Beach Marriott Resort, Big Island of Hawaii
Come join us at our “Seminar in Paradise” on the Big Island of Hawaii in January 2004.  The seminars are designed to provide a
morning of intense learning about the important issues of agricultural tax, estate planning and business planning and afternoons and
evenings are free to enjoy the soft island breezes, professional golf courses and the best deep sea fishing.
The seminars run from 8am to Noon each day. The Monday and Tuesday seminars will cover Farm Income Tax; the Wednesday
and Thursday seminars will cover Farm Estate Planning; and the Friday seminar will cover Farm Business Planning. The registration
fees are $645 for current subscribers and $695 for nonsubscribers. Nonsubscribers are eligible for the lower fee if they purchase one
of our publications before or within 30 days after the seminars.
All Digest subscribers should have received a brochure by now. If you missed your brochure, please contact us.
EARLY REGISTRATION DISCOUNTS EXTENDED. Up to October 31, 2003, early registrants will be able to pay a non-
refundable (unless we cancel) deposit of $100 in exchange for a $50 reduction of the registration fee. If you are interested and want
more information, call Robert at 541-302-1958 or e-mail at robert@agrilawpress.com.
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ANNUAL FALL BOOK SALE
SPECIAL BOOK AND CD-ROM PRICES FOR CURRENT DIGEST SUBSCRIBERS
Publication Regular Price Digest Subscriber Price
CD* - Agricultural Law Digest archives of Volumes 1-13, 14(part) $200 each $175 each    _________
BOOK - Agricultural Law Manual—price includes one free update $115 each $100 each    _________
CD* - Agricultural Law Manual $100 each $90 each      _________
CD* – Agric. L. Manual and Volumes 1-13, 14(part), Agric. L. Digest on CD* $250 each $225 each    _________
BOOK - Principles of Agricultural Law by Roger A. McEowen & Neil E. Harl $115 each $100 each    _________
CD* - Principles of Agricultural Law by Roger A. McEowen & Neil E. Harl $100 each $85 each      _________
CD* - Principles of Agric. L., Agric. L. Manual and
       Agric. L. Digest archives of Volumes 1-13, 14(part) $300 each $275 each    _________
Total purchases     _________
Current Digest subscribers may take an additional 10% if purchasing two or more items ______
TOTAL         ________
Photocopy/print this page and send with your check to  Agricultural Law Press, P.O. Box 50703, Eugene, OR 97405
Enclosed, please find check for $_____________
* The documents on the CDs are in PDF format readable and printable by Adobe Acrobat Reader©, available for all computer
systems. Adobe Acrobat Reader© is a free download from http://www.adobe.com.
